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SUBCOMMITTEE HEARINGS ON H. R, 1140, A BILL TO AMEND PUBLIC 
LAW 314, 78TH CONGRESS, TO PROVIDE THAT RETIRED RESERV- 
ISTS MAY WAIVE RECEIPT OF A PORTION OF THEIR RETIRED 
PAY 

House or REPRESENTATIVES, 
SUBCOMMITTEE No, 2 OF THE 
CoMMITTEE ON ARMED SERVICES, 

Washington, D. C., Wednesday, August 7, 1957. 

The subcommittee met at 10 a, m., in room 313-A of the Old House 
Office Building, Hon. Paul J. Kilday (chairman of the subcommittee) 
presiding. 

Mr, Kitpay. The subcommittee will be in order. We will begin 
hearings this morning on H. R. 1140, a bill to amend Public Law 314 
of the 78th Congress to provide that retired reservists may waive re- 
ceipt of a portion of their retired pay. 

(Ek. R. 1140 follows :) 


[H. R. 1140, 85th Cong., Ist sess.) 


A BILL To amend Public Law 314, Seventy-eighth Congress, to provide that retired r 
servists may waive receipt of a portion of their retired pay 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Act entitled “‘An Act to provide for 
payment of pensions and compensation to certain persons. who are receiving re- 
tired pay”, appreved May 27, 1944 (38 U. S. C, 26c), is amended to read as fol- 
lows: “Fhat any person who is receiving retired or retirement pay pursuant to 
any provision of law relating to the granting of retired or retirement pay to 
persons in the Army, Navy, Marine Corps, Air Foree, Coast Guard, Coast and 
Geodetic Survey, and Public Health Service (including the reserve components 
thereof), and who would be eligible to receive pension or compensation under the 
laws, administered by. the Veterans’ Administration if he were not receiving 
such retired or retirement pay, shall be entitled to receive such pension or com- 
pensation upon the filing by such person with the department by which such 
retired or retirement pay is paid of a waiver of so much of his retired or retire- 
ment pay. as is equal in amount to such pension or compensation. To. prevent 
duplication. of payments, the department with which any such waiver is filed shall 
notify the Veterans’ Administration of the receipt of such waiver, the amount 
waived, and the effective date of the reduction in retired or retirement pay.” 

Sec. 2. Section 4 of the Act entitled “An Act to provide for the discharge of 
retirement of enlisted men of the Regular Army and ef the Philippine Scouts 
in certain cases’, approved June 30, 1941 (38 U.S. C. 26b), is repealed. 

Sec, 3. This Act shall become effective upon the date of its enactment. 


Mr. Kitpay. The purpose of the proposed legislation is to extend 
to retired members of the Reserve components of the uniformed serv- 
ices the provisions of existing law which permit personnel of the Reg- 
ular components who are receiving retired pay to waive a portion of 
that retired pay in order to draw compensation from the Veterans’ 
Administration. 

Thus, the purpose of the proposed legislation is to grant to reservists, 
enlisted and officers alike, a privilege that is now applicable ouly te 
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regulars. The advantage, of course, is that a person who can draw 
compensation from the Veterans’ Administration is allowed to ex- 
clude that compensation from his income for tax purposes, whereas 
all retirement pay other than retirement pay for disability is taxable. 

The proposed legislation also repeals a provision of law that allows 
enlisted personnel to draw compensation from the Veterans’ Adminis- 
tration if they waive all of their retirement pay. 

In the event the proposed legislation becomes law, regulars and re- 
serves alike, who qualify for retired or retirement pay, and who are 
eligible to receive pensions or compensation from the Veterans’ Ad- 
ministration, will be allowed to receive that compensation or pension 
from the Veterans’ Administration, which is not taxable, and waive a 
like amount in retired pay. This benefit will not increase the amount 
of compensation they will receive from the Government, but will re- 
duce their taxable income. 

The Department of the Army, on behalf of the Department of De- 
fense, interposes no objection to H. R. 1140, but the Bureau of the 
Budget indicates that it is opposed to the proposed legislation because 
“it would, in effect, further extend special tax benefits to a limited 
group of individuals, thereby running counter to current adminis- 
tration tax policies.” 

There is no estimate of the cost involved although it would appear 
nominal since it would be applicable only to reservists entitled to re- 
tired pay who would also qualify for pensions or compensation from 
the Veterans’ Administration. 

As I have indicated, regulars already have this privilege. 

Now, an interesting situation has developed in connection with H. R. 
1140, which I must bring to the attention of the subcommittee, since 
no reference to it is contained in the letter from the Department of the 
Army in reference to the bill. 

Public Law 85-56, which goes into effect on January 1, 1958, but 
which was enacted into law on June 17 of this year, repealed the two 
provisions of law that H. R. 1140 seeks to change. It must be re- 
membered that H. R. 1140 was introduced on January 3, 1957, long 
before the enactment of Public Law 85-56. 

The new law, which goes into effect on January 1, 1958, provides 
that “any person who is receiving pay pursuant to any provision of 
law relating to the retirement of persons in the Regular military, 
naval, or air service, or relating to retirement from any Reserve com- 
ponent of the military, naval, or air service for diasibility” will be ai- 
lowed to waive a portion of his retired pay to draw compensation 
or pension from the Veterans’ Administration. 

Thus, if we report the bill, we will have to amend section 1005 of 
Public Law 85-56 and, to accomplish the objective of H. R. 1140, we 
need merely provide that “any person who is receiving retired or 
retirement pay under any provision of law providing retired or retire- 
ment pay to’ persons in any of the components of the Army, Navy, 
Marine Corps, Air Force, Coast Guard, Coast and Geodetic Survey, 
or Public Health Service” will be permitted to waive a portion of his 
retired pay to draw compensation or pensions from the Veterans’ Ad- 
ministration. 

We should also provide further that the amended bill shall take 
effect on January 1, 1958, in view of the fact that the law that H. R. 








3725 


1140 would amend, as I have suggested, does not take effect until 
January 1, 1958. 

We will hear first from Maj. Thomas A. Kelly, of the Office of the 
negate nt General of the Army. Do you have a prepared statement, 
Major ¢ 

ator Ketiy. Yes, sir; I have a prepared statement. 

Mr. Kizpay. You go ahead with your statement. 


STATEMENT OF MAJ. THOMAS A. KELLY, UNITED STATES ARMY, 
OFFICE OF THE ADJUTANT GENERAL 


Major Keiuy. Mr. Chairman and members of the committee, I am 
Maj. Thomas A. Kelly, of the Adjutant General’s Office, Department 
of the Army. I represent the Department of Defense in this hearing 
on H. R. 1140. The Department of the Army, on behalf of the Depart- 
ment of Defense, interposes no objection to enactment of this bill. 

I have a brief, prepared statement which I would like to present to 
the committee. 

The purpose of this proposal is to extend to retired members of the 
Reserve components of the Army, Navy, Air Force, Marine Corps, 
Coast Guard, Coast and Geodetic Surv ey, and Public Health Service 
the provisions of the act of May 27, 1944 (38 U.S. C. 26e), which per- 
mits any person receiving retired pay pursuant to any provision of 
law relating to retirement of persons in the regular military or naval 
services, and who would be eligible to receive pension or compensation 
under laws administered by the Veterans’ Administration, if he were 
not receiving such retired pay, to receive such pension or compensa- 
tion by filing a waiver of so much of his retired pay and allowances as 
is equal in amount to such pension or compensation. In aid the 
bill would repeal section 4, act of June 30, 1941 (38 U.S. C. 26b), 
which authorizes enlisted personnel placed on the reti ‘red. list under 
any provision of law to receive a pension or compensation under laws 
administered by the Veterans’ Administration and to waive receipt 
of entire amount of retired pay for that purpose. 

Members of the Reserve components are not in as favorable a posi- 
tion as members of the Regular components who, by the act of May 
27, 1944, are permitted to receive the difference between the amount of 
their retired pay and the pension or compensation which they have 
elected to receive if their retired pay is greater than that pension or 
compensation. An additional benefit presently accrues to members 
of the regular military or naval service in that the amount of compen- 

sation or pension payable under laws administered by the Veterans’ 

Administration is excluded from gross income for income-tax pur- 
poses under title 26, United States Code section 104. H. R. 1140 
would afford similar benefits to reservists. 

Although the Department of Defense interposes no objection to 
enactment of this bill, since it will equalize a benefit derived out of 
law for regular personnel by extending similar provisions to non- 
regular personnel, the Bureau of the Budget has advised that it is 
opposed to enactment of H. R. 1140 because it would. in effect, further 
extend ee tax benefits to a limited group of individuals, thereby 
running counter to current administration tax policies. 

As previously discussed with your committee counsel, it has come 
to the Department’s attention since the preparation of the favorable 
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portion on the bill, that the enactment of Public Law 85-56, approved 
June 17, 1957, repeals the act of June 30, 1941, and the act of May 27, 
1944. It is noted that although section 1005 of Public Law 85-56 
includes members of Reserve components retired for physical disabil- 
ity, it does not accomplish the purpose of this bill which would extend 
benefits to those nonregular officers retired for nonphysical disability 
reasons. Your attention is invited, however, to the January 1, 1955, 
effective date of Public Law 85-56. 

The Department is unable te determine the fiscal effects of this 
proposed legislation. 

I have appreciated this opportunity of appearing before the com- 
mittee and shall be happy to answer any questions you may have on 
this bill. 

Mr. Kaxpay. Thank you, Major. 

Mr. Hardy, as author of the bill, have you any questions / 

Mr. Harpy. The only question i have in mind at the moment is 
this. There has been no indication of what the cost might be involved 
in this. Personally, I have not been able to see why there should be 
any appreciable cost. 

Major, what is the feeling of the Department about the cost! 
Although you have not made an analysis of it, you must have some 
idea of what it will ran. 

Major Ketiy. Mr. Hardy, the cost would be the same insofar as the 
outlay of money because a man waives a certain amount of his Army 
retirement pay and gets a similar amount from the Veterans’ Admin- 
istration. 

Mr. Harpy. The only effect would be a slight reduction in the income 
tax which would be paid? 

Major Kztiy. Yes, sir. 

Mr. Harpy. In a great many cases these individuals do not pay 
much income tax anayway; they would be in a very low bracket. 

Major Kxtxiy. I would assume so, sir. 

Mr. Harpy. I am disturbed about the attitude of the Bureau of the 
Budget in this matter. It seems indefensible to me that an agency 
of the President should take the position of wanting to perpetuate 
an inequity in favor of regulars in contrast to a limited number of 
reservists who are not permitted to e njoy the privileges the regulars 
do. I think it is an indefensible position, myself. 

Mr. Kitpay. Mr. Huddleston. 

Mr. Huppieston. I want to associate myself with the remarks which 
the gentleman from Virginia, Mr. Hardy, just made. About 2 weeks 
after H. R. 1140 was introduced by Mr. Hardy I introduced H,. R. 
3777, which is practically identical to the Hardy bill and would ac- 
complish the same purpose. It is inconceivable to me that equity and 
good conscience would dictate otherwise than that this unfair situa- 
tion should be corrected by Congress. 

The reservists are certainly placed in a very unfair position by the 
existing law and some legislation such as H. R. 1140 ought to be 
enacted to correct this situation. 

Mr. Kiipay. Any questions, Mr. Blandford ? 

Mr. Bianprorp. How many reservists do you have retired in the 
Army under Public Law 810? 

Major Keriy. How many reservists or how many would be affected 
by this? 
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Mr. Buanprord. How many reservists. We will compute how 
many would be affected by itafterward. _ : 

Major Kxtuy. In the Army I would estimate without exact figures 
that there are approximately 38,000. 

Mr. Buianprorp. 38,000 reservists retired under Public Law 810? 

Major Ketiy. That is right. 

Mr. Buanprorp. That is titles IT and IIT? 

Major Keir. Yes, sir. 

Mr. Branprorp. How many reserves retired for disability ? 

Major Ketiy. May I reverse it? 

Mr. Buanprorp. You had better. 

Major Ketuy. We have a figure here of 14,298 nonregular officer 
and enlisted men who are reti red for nondisability. 

Mr. Bianprord. You had 38,000 Reservists certified to VA in World 
War II for disability. Those people are not involved in this? 

Major Ketxy. That is right. 

Mr. Bianprorp. There are 14,298 nonregulars retired for reasons 
other than disability ? 

Major Ketiy. That is right, sir. 

Mr. Buanprorp. Navy has approximately 8,800, something in that 
neighoborhood? Would that be correct ? 

Major Ketiy. Commander Heffernan from the Navy is here. 

Mr. Kitpay. Come around, sir. Identify yourself. 

Commander Herrernan. I am Lieutenant Commander Francis 
Heffernan from the Bureau of Naval Personnel. 

Mr. Chairman, we have 1,584 nonregular officers retired for nondis- 
ability, 355 enlisted nonregular members for nondisability. ‘These 
do not include the 810 retirements. I do not have that figure. These 
are retirements with pay. 

Mr. Kitpay. Can you supply that for the record ? 

Commander Hurrernan. Yes, sir, when I return to the Bureau. 

(The information requested is as follows :) 

Total Navy nonregular retired with pay for reasons other than disability: 
2,047. 

Mr. Buanprorp. We want Navy and Marine Corps total number 
of individuals, not just officers, nonregulars, drawing retirement pay 
under either title III of Public Law 810 or Public Law 305 or whatever 
the particular law is and the 14,298 for the Army I presume includes 
enlisted personnel. 

Mr. Spence, how about the Air Force ? 

Mr. Srence. We have a total of 3,200 officers and enlisted non- 
regulars receiving nondisability retired pay. 

Mr. Buanprorp. That is 17,000 and all things being equal it cer- 
tainly is not going to be in excess of a total of probably another 8,000 
for Navy and Marine Corps combined if it amounts to that. We are 
talking about approximately 25,000 people. I presume that statisti- 
cally it would not be too difficult to figure on an acturial basis that 
perhaps 10 or 20 percent would qualify for compensation from the 
Veterans’ Administration. You must have some statistics as to the 
number of Regulars who are retired who have asked to waive their 
retired pay to draw compensation. If you apply the same statistical 
application to the Regulate you come up with a percentage figure. 
You could apply that to the Reserve and that would give an estimate 
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ae to the number of people affected. Would that be one way of doing 
it? 

Major Ketiy. I presume so. 

Mr. Bianprorp. Could you supply that to me, please. 

Major Ketty. Yes. 

Mr. Kitpay. Do a have a comment, Captain ? 

Captain Campse.t. I am Capt. Henry Campbell, Division of Re- 
serve, Headquarters, Marine Corps. It would be approximately 115 
Reserves and enlisted members affected by this, were it passed today. 
I do not have a breakdown of their rank but "they would be officer, 
enlisted, or presently retired under Public Law 810. 

Mr. Bianprorp. How about Public Law 305? 

Captain Camper... I do not have that figure. 

Mr. Buanprorp. In the Marine Corps you have a lot of Public Law 
305 people, not a lot but it would make a difference. 

The point I make, Mr. Chairman, is that at present there does not 
appear to be more than 25,000 and if you take 10 percent of that it is 
2,500 or 20 percent is 5,000 at the most and even if this figure doubles 
in the next 20 or 30 years, you would only have a maximum, as I can 
see it, of 10,000 people. They might be drawir 1g something in the 
neighborhood of from $30 to $60 a month from the Veterans’ Adminis- 
tration. 

Approxim! itely 20 percent of that is a tax gain so that means that 
you have approximately $12 per person for 5,000 people at the . most 
for a cost of $60,000 a month for a cost of less than $720,000 if you 
exaggerate this to the ultimate. 

Does that answer your question, Mr. Hardy ? 

Mr. Harpy. I am inclined to think you are on the high side. 

Mr. Buianprorp. I am doing that deliberately. 

Mr. Kitpay. Any further questions ? 

Mr. Spence, did you want to be heard in addition / 

Mr. Srence. No, sir. 

Mr. Kizpay. Did you identify yourself ? 

Mr. Srence. Leroy J. Spence, Director, Personnel Planning, Head- 
quarters, United States Air Force. 

Mr. Krrpay. Thank you, gentlemen. 

Admiral, do you want to be heard on this bill ? 


STATEMENT OF REAR ADM. HAROLD A. HOUSER (UNITED STATES 
NAVY, RETIRED), LEGISLATIVE OFFICER, RETIRED OFFICERS 
ASSOCIATION 


Admiral Hovsrer. Mr. Chairman and members of the committee, 
for the purpose of identification I am Rear Adm. Harold A. Houser, 
United States Navy, retired, legislative officer for the Retired Officers 
Association. 

The Retired Officers Association is grateful for the opportunity to 
appear here today on the proposal in IH. R. 1140 to amend Public 
Law 314, 78th Congress, approved May 27, 1944, to provide that retired 
reservists may waive all or a portion of their retired pay on the same 
basis as is now given to regular officers by the above-mentioned law. 

When Public Law 314, 78th Congress, approved May 27, 1944, was 
enacted the word “regular” was used in describing the military or 
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naval service persons who might qualify under the act. At that time 
very few Reserve officers were drawing retired benefits, and those were 
based: upon disability incurred in the service and were drawn from 
the Veterans’ Administration. The use of the phrase, “persons in 
the regular military or naval service,” was normal practice sinc e, 
Reserves were already receiving their benefits from the Veterans’ 
Administration as veterans. 

Since 1944, the Congress has enlarged the retirement benefits to 
include reservists and has materially changed the retirement laws. as 
to the effects of disabilities. 

The result is that an unintended inequity has arisen in that, under 
Public Law 3814, 78th Congress, members of the regular military on 
naval services, if a percentage of disability has been established, may 
waive retired, retirement, or other pay to the extent of such perc entage 
of disability and receive same from the Veterans’ Administration under 
the normally more favorable circumstances that payments from that 
source entitle the recipient to enjoy, whereas reservists do not have this 
privilege. 

The proposal contained in H. R. 1140, now before the subcommittee, 
would serve to remove the unintended inequity and place Reserve 
officers ret ired i in recent years under the now existing laws in the same 
position as “persons in the regular military or naval service,” were 
placed by Public Law 314, 78th Congress. 

The fairness and equity of this proposal would seem to be self- 
evident. The Retired Officers Association at its biennial convention 
held at Washington, D. C., on November 30, 1956, endorsed this 
proposal. 

The association is not in a position to estimate the cost, but believes 
it will not amount to very much since it will arise mainly from the 
tax-free feature of the payments received from the Veterans’ Admin- 
istration. 

The association thanks the committee for affording it the opportun- 
ity to present its views here today. 

I might say we strongly recommend enactment of this bill subject 
to the amendment which has been discussed and apparently is 
necessary. 

Mr. Kipay. I hope we can get this completed in this Congress and 
I compliment you on your consistent support of it throughout this 
session. The report has arrived very recently. We were therefore 
able to schedule the hearing. I hope we can complete the legislation 
during this session. 

Adiniral Houser. May I appreciate your bearing with me in the 
urgency with which I presented this case to you. 

Mr. Kitpay. Your members can be sure you have been diligent. 

Mr. Harpy. I might make this observation. It seems to me the 
admiral’s bac ‘kground of experience in the Pentagon and in the execu- 
tive department might have enabled him to have applied his efforts 
on the Bureau of the Budget earlier and had this report up here 
earlier. 

Admiral Houser. May I reply to the remark of the gentleman and 
say I have exerted my best efforts in that direction, but I have had 
creat difficulty in that field for a number of years? 

Mr. Kitpay. While you were in the Department you had no better 
luck ? 
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Admival Houser, Off the ereord. 

(Discussion off the record.) 

Mr, Huppieston. When the Bureau of the Budget indicated dis- 
approval of this bill, did they attempt to estimate in any way what 
the cost would be as a result of the loss of income tax revenues or were 
they just guessing or saying “This will cost something so we will 
oppose it” ¢ 

Mr. Harpy. The report from the Defense Department has a specific 
statement of the Bureau of the Budget. 

Mr. Buanprorp. Mr. Kilday quoted it. 

Mr. Harpy. It said it was not consistent with the President’s posi- 
tion on taxes. 

Mr. Buanprorp. They say, “Because it would in effect further ex- 
tend special tax benefits to a limited group of individuals, thereby 
running counter to the current administration tax policies.” I pre- 
sume the meaning is the present law, which allows Regulars to draw 
their disability compensation as nontaxable income, is discriminatory 
and that that should be repealed. 

Mr. Kizpay. Any further questions? 

Mr. Harpy. I think I would like to ask this. I think it is inevitable 
that we must draw the conclusion that the Bureau of the Budget con- 
tends we should not have passed existing statutes which permit tax 
exemption to people drawing disability compensation from the VA. 
It is an unconscionable position. 

Mr. Kintpay. Anything further? Thank you, Admiral. 

Any further witnesses ? 

Mr. Buanrorp. No, sir. 

Mr. Harpy. I move that the bill be reported and an amendment 
drawn. 

Mr. Kinpay. To accord with Public Law 85-86? 

Mr. Harpy. Yes. 

Mr. Kixtpay. Those in favor say aye; contrary, no. The bill is un- 
animously reported. 

Anything further? The subcommittee will stand adjourned sub- 
ject to the call of the Chair. 

(Thereupon, at 10:30 a. m., the subcommittee adjourned, subject 
to the call of the Chair.) 
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